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CURRENT CONDITION

Economic Outlook for Indonesia

Global slowdown impact on Indonesia less severe than
feared;

Economic prospects robust, despite current
circumstances;

Strong domestic demand,;

Banking sector not directly exposed to toxic sub-prime
debt unlike the developed countries;

World Bank has revised upward Indonesia’s projected
growth to 4.3%;

Moody’s recently increased the country rating for
Indonesia.



Indonesia is Under-Investing in Infrastructure

»

Actual investments are less than half of the annual requirements to
achieve target growth and poverty reduction as budget allocation is
insufficient in infrastructure at all levels of government;

Moreover, fiscal space does not allow all infrastructure needs to be
funded by the public sector;

Deteriorating quality and shortages of infrastructure are major
impediments to growth and recovery;

Quality infrastructure services are necessary to sustain growth and
maintain or improve competitiveness. And inadequate infrastructure
services mean a lower quality of life;

However, the huge investment needs in infrastructure during the next
five years and beyond, clearly confront us with enormous challenges;

Large gap in infrastructure investment is a major challenge to the
government.

Rationale for PPP in Indonesia

» Huge infrastructure investment Rp. 1,429 Trillion
required for 2010 — 2014; (USD 143 Billion)

» Government budget is not
sufficient to fund required .
infrastructure;

» Estimated financing gap over

Financing Gap:
expected to be
covered through

this period is Rp 978 Trillion 1 PPP, CSR,
(USD 97.8 Billion); 1 community
. ey rticipati
» Plentiful opportunities for ] partiipation
investment in Indonesia in the |
infrastructure sector; .
. . . J Estimated
» Fiscal stimulus package is a GOl Financing
short-term measure; 1 Capatcity

» Taking the long view, PPP in .
infrastructure will be needed.



Indonesia’s PPP Evolution

Up to 1990 1990 - 1997

1998 - 2004

2005 - 2009

Regulations

Enabling PPP:

* Keppres 37/1992 on
Private Electricity

* Keppres 55/1993 on

land acquisition

Sector:

* Toll road
*Water
oElectricity
*Port

Asian Financial
Crisis

Major changes:
*Global economy
ePolitical system
eDecentralization
sGovernment
Institutions

101098
-s501D (866T/. sedday) 88108@ [enuapIsald

*KKPPI formed

*Several New Laws on
infrastructure passed
*Renegotiation on IPPs

* Infrastructure Summit
2005

* Perpres 36/2005 on land
acquisition

* Perpres 42/2005 on
KKPPI

* CIIF

* Perpres 67/2005

 |ICE 2006

* PMK 38/2006

 Reform of Sector Laws

e Establishment of RMU &
Guarantee Fund

* Land Revolving Fund

« PT. SMI, IIFF

* P3CU

* PPP Book

* PDF

Introducing PPP in infrastructure

1998 - 2004: consolidation
period following Asian financial
crisis and changes in the
Indonesian political system

 Laying foundation for PPP project
implementation through policy and
regulatory reform to adopt international
best practices;

* Setting up PPP institutions, PPP network
and PPP campaigns;

«ldentification of potential PPP projects
and implementation of PPP model
projects

Lessons Learnt From Indonesia Infrastructure
Summit 2005 & 2006

» Projects offered to market lack readiness, i.e. government support and land

availability;

» Government support is available, yet form and procedure obtaining the
government support makes PPP implementation much too complex and

uncertain for the private sector;

» Lack of budget on project preparation results in poor quality of project

preparation;

Process of investor selection is complex, certain minimum bidders is required
in PQ and Bidding Process;

Lack of local capacity in co-financing the projects (Government and Domestic
Bank);

No strong pipe-line for PPP projects causing perception of weak commitment
from contracting agency.
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POLICY IN PPP AND SOLID WASTE
INFRASTRUCTURE DEVELOPMENT
(ACTIONS BEING TAKEN)

Legal and Regulatory Framework

New sector laws passed for Electricity (Law Number
30/2009) and Solid Waste (Law Number 18/2008)
which promote private provision of infrastructure;

Presidential Regulation 67/2005 regulates PPP
implementation;

PMK 38/2006 on Government Support;

Home Affairs Ministry Regulation No 23/2009
regulates PPP in Local government level.



Government Support

» PMK 38/2006 relates to government contingent support;
» It provides coverage on 3 types of risks:

» Political Risks, Project Performance Risks, and Demand
Risks

» Government contingent support only for projects deemed
financially viable;

» Direct government support provided by infrastructure line
ministries.
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Indonesia Infrastructure Financing Facility (IIFF)

» Catalyst: co-financing with commercial lenders to
provide longer term debt;

» Pioneering role: taking project risks that commercial
lenders are less willing to assume;

» |IFF not yet fully established and operating;

» However, PT Sarana Multi Infrastruktur (SMI), a
founding member of IIFF, is established by the
Government.
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Institutional Framework

» Risk Management Unit (MOF) established in 2006;
» Project Development Facility (PDF) under P3CU
operational;

» PPP Book designates projects to be implemented under
PPP Scheme issued by Bappenas;

» P3 Node established in MPW, MEMR, MOT and some
local governments.
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National Energy Policy

> Based on President Regulation No. 5/2006 on National Energy Policy
> Target in 2025 : Optimized primary energy mix
> Waste to Energy is one of the strategy to reduce dependency on oil

based energy National Energy Mix 2025
Existing National Energy Mix (Presidential Decree Scenario)

Hydro P
3.11%

wer,
Geothermal.—\t] Natural Gas, Gas, 30%

1.32% 28.57%
:/

Oil
51.66%
Coal, 15.34%
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Geothermal, 5%
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— Solar Energy, Wind
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Actions in Process

» Revision on Perpres 67/2005:
» Streamlines PPP procurement;

» Clarifies distinction between direct government support and
guarantees;

» More flexibility on the transfer of shareholdings.

» Formulation of the government regulations as the elaboration for
the new laws;

» Establishment of P3CU in Bappenas even though P3CU functions
are being carried out in the meantime;

» Establishment of Indonesia Guarantee Fund:

» Provides Contingent Government Support;

» Credit Enhancement, e.g. minimum revenue guarantee.
» Project preparation assisted by various facilities.
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Project Development facility

»Established for:
» Assisting PPP project preparation (FS, Risk Analysis, Transaction, etc);
» Accelerate the financial closing;
» Institutional capacity building.

»Current Program:

Source of Fund Program Executing Agency Implementing Agency

- BT

Local
Government

AusAid —p|

Loan
ADB

State Budget

GoN

Korea

METI

World Bank

i

US Aid
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PPP PROJECT IN SOLID WASTE SECTOR

Estimated
Investment

West Java Integrated Solid Waste uss$i120m

2 Kota Bandung Waste to Energy US S50 M FS
Project

3 Kota Palembang Landfill Gas - Operation
Management

4 Kota Pontianak Landfill Gas - Construction
Management

5 Jakarta Solid Waste Management - Financial

Close
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Strategies to Scale Up Investment in
Waste to Energy Development

Interconnection of Waste to Energy Power Generation: as an initiative for
investor to develop small/medium scale power generation from renewable
energy to sell of electricity to PLN (state electricity company).

Enhancing partnership with local and international agency in waste to energy
development .

Incentives and regulations for renewable energy development will be provided
by the government to improve business investment climate as mandated by
Energy Law No. 30/2007.

> Article 21: Any business entity, permanent business establishment and individual that provide energy from new energy

sources and renewable energy sources may obtain facilities and/or incentives from the Government and/or the
regional government according to their respective authority for a certain period until the economic value is reached.

Capacity building and promotion to various level of government on the new
financing scheme of waste to energy project (CDM Process, Power Sale, etc).
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CHALLENGES IN PPP DEVELOPMENT

PRIORITY PROJECTS

PROJECTS READY FOR
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Challenges in Land and Institutional
Aspect in PPP Development

» Land:

» Land has not been acquired for many projects offered to the
market which creates uncertainty on the ultimate cost of land
and when construction can start;

» Lenders are reluctant to close on the financing until
unencumbered land is available;

» Non-availability of land inhibits interest from the market
(especially foreign investors).
» Institutional:

» Enforcing the function of P3CU as a “single clearing house” for PPP
development;

» Encouraging the establishment of PPP Nodes and its networks;

» Enhancing the capacity of provincial/local government as solid
waste management is within their authority.
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Challenges in Financing and Procurement
Process in PPP Development

» Financing:
» The Indonesia Infrastructure Financing Facility (lIFF) and

Infrastructure Guarantee Fund (IGF) need to be fully operating
sooner than later;

» Mobilization of the domestic capital markets, bank, private equity,
insurance, etc;

» The capital base for either facility needs to be much larger for it to
function as proposed.

» Procurement process:

» The need to accelerate the procurement process while maintain
the transparency, competitiveness, and fairness.
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Challenges in Government Support and
PPP Scheme in PPP Development

» Government Support:

» Government support is available, however, this is restricted at
present to grant-in-kind;

» Grants (in the form of money) from government to a private entity
are prohibited;

» Soft loans, including interest-free loans, from government to a
private entity are also prohibited.

» Implementing Various Schemes of PPP:

» Private Finance Initiative, annuity model as applied successfully in
many countries;

» Success Fee Mechanism which is expected to enhance the quality
and accelerate the project preparation. However legal basis for its
implementation is needed.
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Conclusion

» Clearly there are significant opportunities for the growth of waste
to energy project in Indonesia as Government of Indonesia is
already focusing on exploiting renewable energy sources.

» Opportunities are widely open for Netherland Business entity and
Indonesian partner in Infrastructure Development in Indonesia,
i.e consultancy, Capacity Building, EPC (Engineering, Procurement,
& Construction), supplier, investment, etc.

» The involvement of Netherland Business entity and Indonesian
partner could be in the area of:

> Projects financed by European Countries Loans and Grants
» Projects financed by multilateral donor such as WB, ADB, EU, etc
» PPP Projects
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Thank You
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